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SUBJECT: California Conm ssion on Tax Policy in the New Econony/ FTB Executive
Oficer, BOE, EDD, DOF and Controller Menbers on Conm ssion

SUMVARY OF BILL

This bill would establish the California Conmm ssion on Tax Policy in the New
Econonmy to develop a long-termstrategy for revising the state and | ocal tax
structure for California

SUMVARY OF AMENDMENT

The April 6, 2000, anmendnents del eted the provisions of the bill as introduced
(relating to sales tax) and inserted the provisions discussed in this analysis.

EFFECTI VE DATE

This bill would becone effective and operative on January 1, 2001

LEG SLATI VE H STORY

The followng bills for 1999/2000 al so deal with taxation and the Internet.

SB 1377 woul d exenpt the sale of tangible property ordered over the Internet from
taxation. SB 1949 would require the governor to appoint a representative to work
with other states to develop a multi-state sales and use tax collection and

adm ni stration system AB 1784 would permanently extend the California |nternet
Tax Freedom Act. AB 2188 would exenpt fromtax the sale of tangible property
purchased over the Internet. AB 2412 would require a retailer affiliated with a
retailer doing business in California to collect the sales and use tax.

BACKGROUND

The federal Internet Tax Freedom Act established the Advi sory Conm ssion on

El ectronic Commerce to study federal, state, local, and international taxation
and tariff treatnent of transactions using the Internet and ot her conparable
intrastate, interstate, and international sales activities. The 19-nenber

comm ssion, conprised of representatives fromfederal, state, and | oca
governments and the electronic industry, is required to report its findings and
reconmendations to Congress. A mgjority of the conm ssioners approved policy
proposals to (1) reduce the anobunt of tax consumers pay by repealing the 3%
federal excise tax on tel ecommuni cations services; (2) permanently prohibit
states or localities fromtaxing Internet access fees; and (3) extend the current
federal nmoratoriumon nultiple and discrimnatory taxes on the Internet. The
federal comm ssion was unable to achieve the required two-thirds support
necessary for a formal recommendation
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The Legislative Analyst, in a report entitled "California Tax Policy and the
Internet,"” recommended that the Legislature consider review ng the sales and use
tax, the corporate incone tax, and tel econmunications taxes in relation to
e-commerce activity and the inpact e-conmerce has on tax adm nistration, tax
equity, and overall state revenue.

California s current tax structure is largely based on an industrial econony that
produced nost of its wealth from manufacturing and agriculture. However,
California s econony is noving toward a technol ogy-dependent econony based on
informati on and services. Experts feel that California s tax policies and

col l ection nmechani sns shoul d be reevaluated in light of this new econony.

SPECI FI C FI NDI NGS

The United States Constitution limts state authority to | evy taxes and
aut hori zes Congress to regul ate commerce between the states and with foreign
nati ons.

Current federal |aw inposes various taxes on businesses and individuals.

Current state and local |aws inpose various state and | ocal taxes on businesses
and individuals in the state, including a state personal incone tax and a state
bank and corporation incone and franchise tax. The Franchise Tax Board is
responsi ble for adm nistering these income and franchi se taxes.

This bill would establish the California Conmm ssion on Tax Policy in the New
Econonmy to develop a long-termstrategy for revising the state and | ocal tax
structure for California. This conm ssion would exam ne the inpact of the
Internet and other fornms of electronic technol ogy on various types of taxes,
i ncluding i ncone and franchi se taxes, and report to the Legislature.

The commi ssion woul d be conprised of nine voting nenbers (representing | ocal
government, academ a, private sector, and public interest groups) and nine
ex-officio nonvoting menbers of various state and |legislative entities. The
Executive Oficer of the Franchise Tax Board, the chair of the State Board of
Equal i zati on, and the Controller would be three of the nine ex-officio nonvoting
menbers. The Governor woul d appoint five voting nmenbers, and the President Pro
Tenpore of the Senate and the Speaker of the Assenbly woul d each appoint two
voti ng menbers.

The commission’s responsibilities would include the foll ow ng:

@ identifying all the key stakeholders and inviting themto participate in the
comm ssion’ s process;

& devel opi ng a conprehensi ve agenda of goals and a roadmap of all critical
i ssues to be addressed in achieving a workable, flexible, balanced, and
| ong-term sol ution

@ conducting public hearings and addressing each of the critical issues
identified by the comm ssion and seeki ng conprehensive conclusions wth
respect to the best public policy for taxing the Internet;

@ exam ning and describing all aspects of the current and the future
California econony, with special attention to the influence of new
technol ogi es, including but not limted to the use of the Internet in
el ectroni ¢ comerce;
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(0 assessing the inpact of those predictions about the econony on the sources
and anmounts of projected public revenues, with special attention to the
needs of |ocal governnment; and

@ studyi ng and maki ng reconmendati ons regardi ng specific elenents of the
California systemof state and |ocal taxes, including but not limted to,

i ssues related to sal es and use tax, telecommunications taxes, incone and
franchi se taxes, and property taxes.

Wth respect to income and franchi se taxes, the comm ssion’s
responsibilities would include examning (1) recent trends in the collection
of bank and corporation taxes and the inpact that a transitioning econony
has had on those trends and (2) the relationship between bank and
corporation taxes and personal incone tax and whether trends in the new
econony wi Il have an inpact on that relationship.

| npl ement ati on Consi derati ons

This bill would not directly inpact the prograns adm ni stered by the
department. The department’s executive officer (or designee) would
partici pate on the comm ssion

LEG SLATI VELY MANDATED REPCRTS

The conmi ssion would be required to submt an interimreport to the Governor and
Legislature within 12 nmonths fromthe date of the comm ssion’s first public
meeting. A final report with recommendati ons woul d be due not |ater than 24
months fromthe date of the comm ssion’s first public neeting.

COW SSI ONS & BOARDS

This bill would create the California Comm ssion on Tax Policy in the New
Econony.

FI SCAL | MPACT

Depart nental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

This bill would not inpact state incone or franchi se tax revenues.

BOARD POSI TI ON

Pendi ng.



